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Abstract  
This study was aimed to prove the research hypothesis that there are effects of financial ratios, which consist 
of profitability, leverage, and liquidity on the financial statements fraud risk, and the quality of auditors are 
able to moderate the relationship between financial ratios to financial statements fraud. This study uses a 
population of manufacturing companies that publish their financial statements on the Indonesian Stock 
Exchange in 2016-2017 will also be summarized and inferred. This study uses purposive sampling so that 
the study sample amounted to 275 firm years. The dependent variable uses the financial statements fraud 
risk with the proxy Dechow F-score. The independent variable in this study consisted of profitability with ROA 
ratio, leverage using the calculation of the ratio of total liabilities to total assets, and liquidity using the 
calculation of the ratio of total current assets to current liabilities. The moderating variable in this study is 
auditor quality as a moderating variable with a dummy variable. The Hypothesis test conducted is using 
moderated regression analysis (MRA). The results of this study indicate that the financial statements fraud 
risk is influenced by financial liquidity ratios, while financial ratios of profitability and leverage have not been 
proven to affect financial report fraud. This study provides a contribution by providing evidence that the quality 
of auditors can suppress fraudulent actions on financial statements with low profitability. This research 
provides information to regulators to pay more attention to companies that experience liquidity problems, and 
become input for regulators to make rules that improve the quality of auditors. 
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Introduction 
Fraud is a common concern for various parties such as company management and regulators. Association 
of Certified Fraud Examiner (2018: 10) divides the types of fraud into three, consist of assets 
misappropriation, corruption, and financial statements fraud. The three types of fraud could be a 
disadvantage to the company, and financial statements fraud has a high median loss. These results indicate 
the high impact of financial statement fraud and became a serious problem for the market and the economy  
(Albrecht, et al., 2012: 360). Financial statements fraud in Indonesia also proved to have a high median loss, 
because most of the median losses were more than 10 billion rupiahs (ACFE Indonesia Chapter, 2017: 15). 
Moreover, this case was determined with the fraud triangle theory can show because of the pressure of poor 
financial performance. 
Financial statements fraud show from companies that falling on financial difficulties or poor financial 
performance (Nia, 2015). Poor financial performance can be shown from financial ratios. Kanapickienė and 
Grundienė (2015) and Dalnial, et al. (2014a) reported that financial ratios have the ability to detect and give 
the signal which could show fraud in financial statements. Financial ratios such as profitability, liquidity, and 
leverage, can prove to signal fraudulent actions in financial statements. 
Omar, et al. (2014) show that profitability has an effect on the restatement of financial statements because 
with low profitability it becomes a bad signal to investors and it makes a financial statement fraud because 
of these pressures. Financial ratios such as liquidity and leverage indicate that companies are increasingly 
burdened with the debt, companies will be more disposed to record fictitious income and take action to 
manipulate financial statements to show signals that they are able to pay off their obligations. These actions 
correspond to the fraud triangle theory because when they are under pressure this fraud action is carried out 
to resolve these problems. 
In addition, when organizations are under pressure from poor financial performance, the managers will try to 
improve their financial position, even though they commit financial statements fraud (Amoa-Gyarteng, 2014). 
The negative actions from these managers can be weakened by the existence of good quality auditors. The 
auditor as an external party has a duty to minimize the occurrence of financial statements fraud by revealing 
fraudulent actions in the financial statements. 
Detection of fraud in financial statements is one of the highest priorities for capital market participants and 
for other stakeholders because market players such as investors will suffer financial losses when fraud 
occurs in public companies (Dalnial, et al., 2014b). Fraud detection is one of the auditor's special tasks as 
reported in ISA 240. An independent audit aims to provide assurance that financial statements are clear of 
fraud or material errors. Therefore, a huge audit company will provide higher audit quality (Lisic, et al., 2014). 
According to Salem (2012), the auditors will protect and maintain their reputation and professional integrity 
to avoid legal fees. Thus in accordance with the fraud triangle theory, qualified auditors will minimize the 
opportunity for financial statements fraud, so that the pressure relationship symbolized by poor financial ratios 
against financial statements fraud can be weakened by good quality auditors. 
This article aims to prove the current research hypothesis on the financial ratios that influences the 
profitability, leverage, liquidity on financial statements fraud, and auditor quality which can moderate the 
relationship between financial ratios toward financial statements fraud. Therefore the structures of this article 
are as follows: a review of the literature,  research methodology, empirical data and analysis, results and 
discussion, and the latest is a conclusion. 
Literature Review 
Theoretically according to the fraud triangle theory, financial statements fraud consists of three components. 
The theory was based on work by Cressey (1953) shows that there are three elements supported fraudulent 
actions, that is pressure, opportunity, and rationalization. The pressure is a factor that would make unethical 
actions caused by financial and non-financial pressures. This pressure could show from the value of financial 
ratios, such as profitability, leverage, and liquidity. Opportunities can also be minimized with good quality 
auditors. 
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Profitability 
Profitability is a ratio that shows the ability of a company to obtain profits (Van Horne and Warchowich, 2005). 
According to the fraud triangle theory, if the company gets pressure, such as low profitability, it encourages 
companies to commit financial statements fraud, so the company provides a positive signal to investors and 
the other stakeholders. The relationship between profitability and financial statements fraud is shown by 
several studies including another research of Zainudin and Hashim (2016) in Malaysia between 2007 and 
2013, and research by Lisic, et al. (2014) in China, which shows that profitability is negatively related to the 
level of financial statements fraud. This result has been in line with the fraud triangle theory that the lower 
the profitability, the more pressure the company will encourage financial report fraud. However, there are 
several studies that show different results, such as the research by Manurung and Hardika (2015) in 
Indonesia, Dalnial, et al. (2014a, 2014b) in Malaysia from 2000 to 2011, and Manurung and Hadian (2013) 
in Indonesia, investigated that profitability has no effect on the actions of financial statements. Moreover, 
Repousis (2016) reported that in Greece profitability is positively related to financial statements fraud. Based 
on the theory and previous research, the researcher concludes there is a negative relationship between 
profitability and the risk of financial statements fraud, because of the lower the profitability, the higher the 
pressure of investors could increase the risk of financial statements fraud, so the hypothesis using the formula 
below: 
H1: There is a negative effect of profitability on the risk of financial statements fraud. 
Leverage 
Leverage ratio is a ratio which can show the ability of a company to fulfill the liabilities both short and long 
term if there is liquidation in the company (Van Horne and Warchowich, 2005). The higher level of leverage 
following more insolvable that company. According to the fraud triangle theory, when the companies 
increased a high degree of leverage thus also increased the companies pressure, in the order, it becomes a 
higher risk of financial statements fraud. This result is in agreement with other studies by Dalnial, et al. 
(2014a, 2014b), Aghghaleh, et al. (2013), and Dani, et al. (2013) in Malaysia. Different results are reported 
by Repousis (2016) study in Greece, Nia (2015) on the Tehran Stock Exchange, Manurung and Hardika 
(2015) on the Indonesia Stock Exchange, Lisic, et al. (2014) in China, and Manurung and Hadian (2013) in 
Indonesia. Based on the theory and previous research, the higher the leverage, the higher the pressure faced 
by the company in fulfilling its obligations to creditors so that the higher risk of financial statements fraud, so 
the hypothesis using the formula below: 
H2: There is a positive effect of leverage on financial statements fraud. 
Liquidity 
Liquidity ratio is a ratio that describes a company's ability to pay off liquidity or the current liabilities, in the 
order it more able to pay off its current liabilities is considered more liquid, if not like that then it is considered 
an illiquid (Van Horne and Warchowich, 2005). Based on the fraud triangle theory, the lower company's 
liquidity following the higher pressure faced by the company and make a higher risk of financial statements 
fraud. This result is in line with the research by Zainudin and Hashim (2016), and Arshad, et al. (2015) in 
Malaysia, and in contrast to Dalnial, et al. (2014a, 2014b). Based on the theory and previous research, the 
researcher concludes there is a negative relationship between liquidity and the risk of financial statements 
fraud, because the lower the liquidity increasing the higher the creditor's pressure, thus increasing the risk of 
financial statements fraud, so the hypothesis using the formula below: 
H3: There is a negative effect of liquidity on financial statements fraud. 
Auditor Quality 
A qualified auditor will reduce the chance of financial statements fraud according to the fraud triangle theory. 
This result is in line with Suryanto (2016)shows that qualified auditors will reduce audit delay which can 
minimize the fraud. This result is in agreement with the research by Skousen, et al. (2015) that increasing 
the quality of auditors with increasing external audit committees and auditor size (Lisic, et al., 2014), will 
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weaken the level of financial statements fraud. Nevertheless, there are different results shown by the 
research of Sharma and Iselin (2012). 
Based on theory and previous research, the quality of auditors will weaken the risk of fraudulent actions in 
all conditions, including in poor financial performance. These results indicate that auditor quality can 
moderate the relationship between financial performance and the risk of financial statements fraud. The 
relationship of profitability and liquidity to the financial statements fraud risk will be strengthened by the quality 
of auditors because qualified auditors will increase their role to minimize the occurrence of fraud in order 
when profitability and liquidity are low, auditors will be more vigilant so as to strengthen negative relations to 
financial statements fraud. The relationship of leverage will be weakened from the auditor's quality to the risk 
of financial statements fraud, because qualified auditors will safeguard the creditor's rights, so that when 
leverage is high, the auditor will be more vigilant, weakening the positive relationship of leverage to financial 
statements fraud. Thus a hypothesis is arranged: 
H4a: Audit quality will strengthen the negative relationship between profitability and risk of financial 
statements fraud. 
H4b: Audit quality will weaken the positive relationship between leverage and the risk of financial statements 
fraud. 
H4c: Audit quality will strengthen the negative relationship between liquidity and the risk of financial 
statements fraud. 
 
 
 
 
 
 
 
 Figure 1: Research Model 
 
Research Methodology 
Population and Samples 
This study uses a population of manufacturing companies that publish their financial statements on the 
Indonesia Stock Exchange in 2016-2017. The samples of this study used purposive sampling and the criteria 
carried out by researchers: 
1. Audited financial statements published on the IDX website and /or company website in 2016 and 
or 2017. 
2. The company has the data needed in the calculation of research. 
Based on the population of the company which amounts to 300 firm years, and the research sample is 275 
firm years. 
Operational Definition and Variable Measurement 
This study uses financial statements fraud risk as to the dependent variable. In this study using a proxy 
Dechow F-score because of the high level of accuracy according to Aghghaleh, et al. (2016) in Malaysia, the 
Dechow F-score method was calculated according to the following equation:  
 
Profitability 
Leverage 
Liquidity 
Auditor Quality 
Financial Statement 
Fraud Risk 
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a. F-score = Prob(FFR) / .0037. 
b. !"#$%$&'&() = +,-./012./	4567.(9:	+;-./012./	4567.) 
c. Predicted Value = -7.893+0,790x (rsst_acc)+2.518x(ch_rec)+ 
1.191x(cv_inv)+1.979x(soft_assets)+0,17x(ch_cs)+(-0,932)x(ch_roa)+1.029x(issue) 
d. rsst_acc = [(TotalAssetst –  Cash&equivalentst – Investments&Advances_Othert + InvestmentsatEquityt – 
TotalLiabilitiest – PreferredStockt) – (TotalAssetst-1 – Cash&equivalents –Investments&Advances_Othert-1 + 
InvestmentsatEquityt-1  – TotalLiabilities t-1– PreferredStockt-1)] /[5(TotalAssetst-1 + TotalAssetst)]; 
ch_rec = (ARt – ARt-1t) / .5(TotalAssetst-1 + TotalAssetst) 
cv_inv = (Inventoryt – Inventoryt-1) / .5(TotalAssetst-1 + TotalAssets t); 
soft_assets = (TotalAssetst – netPP&Et – Cash&equivalentst) / TotalAssetst; 
ch_cs = {[Salest –  (ARt – ARt-1)] / [Salest-1 –  (Art-1– ARt-2)]} – 1; 
ch_roa = [NetIncomet / .5(TotalAssetst-1 + TotalAssetst)] – [NetIncomet-1 / .5(TotalAssetst-2+TotalAssets t-1)]; and 
Issue = 1 if the company issues long-term debt or ordinary shares in year t; 0 for the opposite. 
The F-Score reading result is (Hung, et al. (2017)): F-score> 2.45 Very high risk, F-score> 1.85 high risk, F-
score> = 1 risk above normal level, and F-score < 1 risk is normal or below. 
Independent Variables 
This study used profitability, leverage, and liquidity as to the independent variable. This study calculates 
profitability with the ROA ratio, which using the calculation of the ratio of total profit after tax to assets. The 
lower value of profitability ratio it makes pressure by the company and increased gradually the possibility of 
financial statements fraud. This study calculates leverage by calculating the ratio of total liabilities to total 
assets. The higher the value of the leverage ratio it makes pressure by the company and increased gradually 
the possibility of financial statements fraud. This study calculates liquidity by calculating the ratio of total 
current assets to current liabilities. The lower the value of liquidity ratio, the company will increase more 
pressure so that was increased gradually the possibility of financial statements fraud. 
This study uses auditor quality as a moderating variable. This study uses a dummy variable, so that good 
auditor quality if Public Accounting Firms affiliated with the Big Four = 1, and the auditor's quality is not good 
if Public Accounting Firms not affiliated with Big Four = 0. 
Analysis Method 
The Hypothesis Test conducted is using moderated regression analysis (MRA), which is by multiplying the 
independent variables with their moderation (Liana, 2009). Analysis techniques using tiered regression 
analysis methods. The regression model must pass the classic assumption test, including the normality test, 
and heteroscedasticity test. Testing was calculated according to the following formula: 
Y= α + ß1.X1 + ß2.X2+ ß3.X3+€.....................................................................................(model 1) 
Y= α + ß1.X1 + ß2.X2 + ß3.X3 + ß4.X4..........................................................................(model 2) 
Y= α + ß1.X1 + ß2.X2 + ß3.X3 + ß4.X4+ ß5.X1.X4+ß6.X2.X4+ß7.X3.X4+ €.................(model 3) 
Description: Y = Risk of financial statements fraud , α = constants, ß1-ß7 = Regression coefficient, X1 = 
Profitability, X2 = Leverage, X3 = liquidity, X4 = Audit Quality, € = Error 
Model 1 is used to test hypotheses 1,2 and 3, while models 2 and 3 are used to test hypotheses a, b, and c. 
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Empirical data and Analysis  
This study has the results of the descriptive analysis shown in table 1 below. 
Table 1: Descriptive Statistics 
 Minimum Maximum Mean Std. Deviation 
FSFR 0,00 1,97 0,6152 0,39563 
Profitability -0,55 0,55 0,0442 0,10985 
Leverage 0,08 5,07 0,5535 0,51821 
Liquidity 0,03 15,17 2,1612 1,80275 
Auditor Quality 0,00 1,00 0,4073 0,49222 
FSFR= Risk of financial statements fraud . 
The results of the descriptive analysis expressed commonly the financial statements fraud risk of 
manufacturing companies in Indonesia has a normal risk, because the value below 1 is 0.6152, with a 
standard deviation that is below the average indicates that did not have many deviations between values 
minimum and maximum. The average profitability value is positive, which is 0.0442, thus indicating that in 
general manufacturing companies in Indonesia experience profits. The average leverage value shows a 
positive number and is above 0.5 which is 0.5535, thus indicating that the majority of funds come from 
liabilities compared to equity. The average liquidity value is 2.1612 so that on average the manufacturing 
companies in Indonesia have higher assets than their current debt. Auditor quality shows  0.4073 which 
means the most manufacturing companies in Indonesia were not audited by public accountants affiliated with 
big 4. 
The results of the regression analysis that has passed the classical assumption test are shown in table 2. 
Table 2: Results of Regression Analysis 
Model Variable B T Sig. Adj. R2 Test 
Model 1 Profitability 0,300 2,118 0,983 0,047 Hypothesis 1 
Leverage 0,042 1,336 0,091  Hypothesis 2 
Liquidity -0,027 -2,996 0,001  Hypothesis 3 
Model 2 Auditor Quality -0,100 -3,234 0,001 0,079 Hypothesis 4 
Model 3 MODPROF -0,907 -3,230 0,000 0,110 Hypothesis 4a 
 MODLEV -0,178 -1,408 0,080  Hypothesis 4b 
 MODLIK -0,008 -0,371 0,355  Hypothesis 4c 
MODPROF = Moderation of profitability and auditor quality, MODLEV = Moderation of leverage and auditor quality, 
MODLIC = Moderation of liquidity and auditor quality. 
As shown in Table 2, hypothesis 1 which tests the negative relationship between profitability and risk of 
financial statements fraud, the results have a beta value and t of 0.300 and 0.983 with a significance of 0.983 
(> 0.005 so that it is not significant) so hypothesis 1 is rejected. These results prove that profitability does not 
negatively affect the risk of financial statements fraud. Testing on hypothesis 2 which tests the positive 
relationship between leverage and risk of financial statements fraud, shows that beta values and t are 0.042 
and 1.336 with a significance of 0.091 (> 0.005 so that it is not significant) so hypothesis 2 is rejected. These 
results showed that leverage does not have a positive effect on the risk of financial statements fraud. The 
test on hypothesis 3 which tests the negative relationship between liquidity and risk of financial statements 
fraud, shows that the beta value and t are -0.027 and -2.996 with a significance of 0.001 (<0.005 so that it is 
significant) so that hypothesis 3 is accepted. These results examined that liquidity has a negative effect on 
the risk of financial statements fraud. 
The testing of moderation variables is shown by models 2 and 3 in table 2. Auditor quality is proven to have 
a negative relationship with the risk of financial statements fraud. These results are shown in model 2, the 
value of quality auditors has a beta value and t of -0,100 and -3,234 with a significance of 0.001 (<0,005) in 
order based on statistical testing the qualified auditor will reduce the risk of financial statements fraud. Auditor 
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quality testing as a moderating variable was tested by looking at model 3. These results proved that auditor 
quality can negatively affect the risk of financial statements fraud. 
Hypothesis 4a which examines auditor quality can strengthen the negative relationship between profitability 
and risk of financial statements fraud, and the results of MODPROF have a beta value and t of -0.907 and -
3.230 with a significance of 0,000 (<0.005 so significant) so hypothesis 4a is accepted. These results proved 
that auditor quality can strengthen the negative relationship between profitability and the risk of financial 
statements fraud. Hypothesis 4b which tests auditor quality can weaken the positive relationship between 
leverage and risk of financial statements fraud, then the results of MODLEV have a beta value and t of -0.178 
and -1.408 with a significance of 0.080 (> 005 so it is not significant) so hypothesis 4b is rejected. These 
results proved that auditor quality cannot weaken the positive relationship between leverage and the risk of 
financial statements fraud. The 4c hypothesis that tests auditor quality can strengthen the negative 
relationship between liquidity and the risk of financial statements fraud, then the MODLIK results have a beta 
value and t of -0.008 and -0.3371 with a significance of 0.355 (> 005 so that it is not significant) so hypothesis 
4c is rejected. From results also proved the auditor quality cannot strengthen the negative relationship 
between liquidity and the risk of financial statements fraud. 
Thus, the results reveal that the coefficient of determination analysis shows that auditor quality is used as a 
moderating variable has proven to further improve the regression model. The effect of financial ratios on 
profitability, leverage, and liquidity is shown to represent 4.7% of the risk of financial statements fraud. The 
addition of auditor quality as an independent variable is shown to illustrate 7.9% of the risk of financial 
statements fraud. Incorporating auditor quality as a moderating variable is proven to improve the regression 
model by describing 11% of the risk of financial statements fraud actions so that 89% comes from outside 
the research model. 
Results and Discussion  
Based on the results of statistical testing, there is a rejection of hypothesis 1, thus proving that profitability 
does not negatively affect the risk of financial statements fraud. These results did not according to the fraud 
triangle theory and not agreement with other studies by  Zainudin and Hashim (2016) in Malaysia for the 
period 2007 to 2013, and research by Lisic, et al. (2014) in China. However, the results of this study prove 
that there is a positive effect of profitability on the risk of financial statements fraud, which is an agreement 
by Repousis (2016) research in Greece which shows that profitability is positively related to financial 
statements fraud. These results showed the manufacturing companies in Indonesia for the period 2016 to 
2017, the higher profitability of the company which following the higher risk of financial statements fraud. This 
result should be a concern for regulators to increase supervision when the company increased profitability, 
especially with suspicious conditions. The test results in hypothesis 4a prove that good quality auditors will 
suppress financial statements fraud. This result becomes the good news for the company because by using 
a qualified auditor it will provide a positive signal for the company to investors since it is proven to minimize 
the risk of financial statements fraud. 
The regression test results also proved that leverage does not have a positive effect on the risk of financial 
statements fraud, and the quality of the auditor is not able to reduce the positive relationship of leverage 
against the risk of financial statements fraud. This result certainly not agrees with the fraud triangle theory 
and previous research, by Dalnial, et al. (2014a, 2014b), Aghghaleh, et al. (2013), and Dani, et al. (2013) in 
Malaysia. However, this result is in line with Repousis (2016) research in Greece, Nia (2015) on the Tehran 
Stock Exchange, Manurung and Hardika (2015) on the Indonesia Stock Exchange, Lisic, et al. (2014) in 
China, and Manurung and Hadian (2013) in Indonesia in 45 of the most liquid companies in Indonesia. These 
results corroborate previous research in Indonesia both from the research of Manurung and Hardika (2015) 
and Manurung and Hadian (2013) that in Indonesia the level of leverage has no effect on financial statements 
fraud, and the quality of auditors is unable to strengthen these negative relationships. 
The results of liquidity testing prove that liquidity has a negative effect on the risk of financial statements 
fraud, but the auditor's quality is not proven to weaken the negative relationship of liquidity to financial 
statements fraud. According to the fraud triangle theory with the lower value of liquidity ratio, the company 
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will increase more pressure so that was increased gradually the possibility of financial statements fraud and 
this result based on the previous researches by Zainudin and Hashim (2016), and Arshad, et al. (2015) in 
Malaysia. This result provides information that investors in manufacturing companies in Indonesia were very 
concerned about the company's liquidity because the company's liquidity is related to the company's ability 
to fulfill its short-term obligations. If manufacturing companies in Indonesia increasingly experience liquidity 
problems, it becomes a negative signal for investors and creditors, because they are unable to fulfill their 
obligations. Thus, the company will do various ways to make the value of its current assets higher than its 
current liabilities, including by committing financial statements fraud. This result is an input for regulators to 
be more concerned about the condition of companies that have problems in their liquidity. The quality of 
auditors at this time is also not proven to be effective in dealing with this problem, because companies will 
experience more pressure that requires them to take action to save the company. This is evidenced by 
several cases in Indonesia such as the case of SNP Finance in 2018 which allegedly had carried out financial 
accounting bookkeeping engineering (Praditya, 2019), and in that year also PT Tirta Amarta Bottling on the 
indictment of the Public Prosecutor (JPU) for falsifying the report finance (Sutriyanto, 2019), this action is 
carried out as an effort to save the company. 
Conclusions  
Research conducted on manufacturing companies in Indonesia for the period 2016-2017 shows the results 
that the financial statements fraud risk is influenced by financial liquidity ratios, while financial ratios of 
profitability and leverage have not been proven to affect financial report fraud. This study provides a 
contribution by providing evidence that the quality of auditors can suppress financial statements fraud when 
profitability is low, while auditor quality has no effect when moderating the relationship of leverage and 
liquidity to the risk of financial statements fraud. This study also provides input that an interesting 
phenomenon in Indonesia is that profitability is positively related to the risk of financial statements fraud in 
the order it contradicts with the fraud triangle theory and in the future, it is expected that further research can 
examine more deeply why this phenomenon occurred in Indonesia. This research provides input to regulators 
to care more about companies that experience liquidity problems, because the risk of fraud is higher, and 
regulators can increasingly make rules to improve auditor quality because auditor quality is proven to weaken 
financial statements fraud. 
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